
P M  :  S E P T E M B E R - O C T O B E R  1 9 9 6

Campbell is President and Chief Executive Officer of
Vitro Corporation and Corporate Vice President of
Vitro’s parent company, Tracor, Inc. Vitro is a di-
versified systems and software engineering com-
pany that provides engineering services for major
weapons, space, and intelligence programs for U.S.
and international governments. Vitro, with head-
quarters in Rockville, Md., is the largest subsidiary
of Tracor, Inc., of Austin, Texas.

C H O I C E S ,  C H A N G E S ,  C H A L L E N G E S

Challenges Confronting the 
Defense Industry Today

To Become More Competitive 
Often Requires Painful Changes

B A R R Y  G .  C A M P B E L L

22

S
imilar to many other industries,
rapid changes have been the com-
mon denominator during the past
decade in the defense industry,
which is significantly smaller

today than it was during the mid-eight-
ies. I would suggest that two events were
the primary causes for the radical “roller
coaster” effect that we have seen and are
continuing to experience in the defense
industry. 

First — Competition in 
Contracting Act (CICA)
The first of these two events was the en-
actment of the Competition and Con-
tracting Act (CICA) in 1984. Most large
aerospace companies began to experi-
ence real challenges for follow-on pro-
curements, which had often been
awarded on a sole-source basis prior to
CICA. At Vitro, we saw our sole-source
awards during the past decade almost
entirely dissipate from more than 80 per-
cent of our business. Competition caused
us to reexamine how we did business
and to begin implementing changes in
our organizations, which in many in-
stances were painful, to become more
competitive. This, more than anything,
has brought about a cultural change
within our company.

Second — Demise of 
Soviet Union
The second most significant event of the
past decade has been the demise of the
Soviet Union. Ten years ago, I would
submit that very few of us would have
expected the Soviet Union to dissolve
and the Iron Curtain to come down as
rapidly as it did. With the end of the Cold
War came a new world order. We had:

• new national security challenges with
a radically different threat that caused
the reassessment of our entire Defense
Strategy;

• a threat that is more tactical and less
strategic;

• the need to more rapidly respond to
localized threats; 

• no need for as large a military force;
and
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• an opportunity to significantly reduce
the Defense budget. 

Declining DoD Budgets
While the total defense budget has de-
clined more than 35 percent since 1985,
the Procurement-related portion of the
budget has dropped more than 74 per-
cent, resulting in the need for far fewer
ships, aircraft, tanks, and missiles than
we were geared to provide. With readi-
ness gaining in relative importance, the
reductions in the Operation & Mainte-

nance portion of the budget were less
severe. It now appears that if President
Clinton’s budget is accepted, we won’t
see an increase in the Procurement por-
tion until FY98 at the earliest.

Today, we have an environment in the
acquisition process where there will be
a few well-chosen new systems rather
than many new systems; new systems
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will be affordability-driven rather than
technology-driven; more Joint programs
rather than single-Service programs; more
dual-use technologies with Commercial
Off-The-Shelf/Nondevelopmental Items
(COTS/NDI) rather than military-unique
technologies; and systems where tech-
nology will be inserted rather than in-
vented.

The result of these budget reductions
and acquisition process changes is that
industry had to diversify and convert to
the new ways of doing business. The
problem for many of us was that we were
unable to diversify as quickly as we
would have liked to have done. It also
resulted in a significant overcapacity of
the Defense Industrial Base.

Overcapacity 
“Death Spiral”
The overcapacity of the industrial base
created a “death spiral” for many busi-
nesses. DoD budget reductions started
the “death spiral” in companies by ini-
tially causing declines in revenue. De-
clining revenue in turn led to an over-
capacity in companies’ fixed assets
(buildings and equipment), which meant
higher overheads despite actions taken
by companies to reduce their indirect
costs. These higher overheads caused
companies’ competitive positions to
quickly erode. In this death spiral, earn-
ings decline, and companies are less able
to invest in future ini-
tiatives because they
are less attractive to the
financial community
(e.g., banks and ven-
ture capitalists). When
a company gets caught
in this spiral, some-
thing needs to be
done; otherwise, the
company will simply
be forced to go out of
business because it
loses its lines of credit
and can no longer ser-
vice its mounting debt.

There were many so-
lutions recommended
to resolve these prob-
lems confronting in-

dustry. Some thought that there should
be a national policy to preserve the de-
fense industrial base. Many said that
those in the defense industry should
commercialize their operations. The for-
mer is not a very good idea when one
thinks about the bureaucratic nightmare
that would engulf these companies, and
the latter is extremely difficult to achieve
without a huge investment in resources
and people or in acquisition. How then
did industry deal with the overcapacity
problems that eroded earnings and made
competing more difficult?

Industrial Base 
Consolidation
The natural forces of the marketplace
provided the solution to the overca-
pacity problem of the industrial base
by causing a rationalization of the in-
dustrial base to begin. This rational-
ization manifested itself in the many
corporate mergers and acquisitions
we’ve seen in recent years in the aero-
space and defense industry. Rational-
ization has enabled companies to re-
duce their excess capacity and build a
critical mass within their newly struc-
tured organization that would allow it
to compete more effectively. Almost all
of the big aerospace companies have
been and continue to be active in both
mergers and acquisition to resize in-
dustry to match the defense portion
of the federal budget. 

Undoubtedly, Lockheed Martin leads
the defense industry in acquiring com-
panies in recent years. Prior to merging
with Lockheed, Martin Marietta acquired
GE Aerospace which itself had earlier ac-
quired RCA’s aerospace operations. Lock-
heed had acquired GD Convair and
Sanders before it merged with Martin
Marietta. Even Loral, which was acquired
by Lockheed Martin this past April, was
very active with relatively recent acqui-
sitions of Ford Aerospace, IBM Federal,
and Unisys Defense and Aerospace units.
As a result of these mergers and acqui-
sitions, Lockheed Martin is reducing its
overcapacity and has emerged as a highly
competitive and powerful force in the
defense industry today. 

But Lockheed Martin hasn’t been the
only large aerospace company involved
in acquisitions in recent years. Litton,
Grumman, Northrup, Hughes, Raytheon,
to name a few of the larger aerospace
companies, have all acquired or merged
to form a more solid foundation to com-
pete effectively in the dwindling defense
market. 

General Dynamics, on the other hand,
reduced its overcapacity while adding
shareholder value by divesting itself of
many of its defense assets to its former
aerospace competitors, such as Lock-
heed.

Tracor’s
Experiences
Even smaller defense
companies, such as
Tracor, which acquired
Vitro in 1993, have
used acquisitions as
their primary strategy
to grow their base of
operations. Five years
ago, Tracor was re-
bounding from bank-
ruptcy and had annual
sales of approximately
$250 million. Today
with its acquisition of
Vitro, and subse-
quently GDE Systems
and AEL Industries,
Tracor’s 1996 revenue
is expected to exceed

Burdened Acquisition System
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$1 billion, and the company has emerged
as the fastest growing major defense elec-
tronics firm in the United States. 

In this process of acquiring companies,
Tracor restructured itself and the com-
panies it acquired to improve the syn-
ergy among its various operations. I spent
the better part of a year during the time
prior and subsequent to Tracor’s acqui-
sition of Vitro ensuring that the acquisi-
tion was successful. Facilities were con-
solidated, and excessive space was
eliminated wherever possible. At Vitro
alone, we eliminated more than 400,000
square feet in the past three years as we
have consolidated many of our operations
with other Tracor operations to reduce
our costs and improve our operational ef-
ficiency. Administrative operations were
reengineered and consolidated resulting
in significant reductions to overheads. Al-
most 50 percent of our overhead staffing
has been reduced to help us get our in-
direct rates into a highly competitive po-
sition. At Vitro alone, we reduced $40 mil-
lion annually from overhead resulting in
savings to the government and making
Vitro more competitive and profitable,
which are the objectives of Tracor’s share-
holders.  

Although Tracor has been successful in
implementing its strategy of protecting
core business, and expanding and di-
versifying into other businesses, its ac-
quisitions of other companies during the
last three years have been the major con-
tributor to its impressive rate of growth
and increased competitiveness.

Survival of the Fittest
The overcapacity of the industrial base
problem is being alleviated in large part
by the consolidation of companies. There
are more than a million fewer employ-
ees working in the defense industry today
than there were during the mid-eighties
as a result of the significant reductions
in the defense budget, especially in the
Procurement Budget. Mergers and ac-
quisitions will continue for the foresee-
able future because it is a proven way to
grow a business and to succeed in today’s
defense environment. Chief Executive
Officers are spending considerable
amounts of their time conducting due

diligence in the merger and acquisition
process, and in downsizing and consol-
idating operations than ever before. The
defense industrial base is vastly different
today than it was a decade ago. You can
bet that it will be significantly different
a decade from now. We are in an envi-
ronment where only the fittest and most
competitive will survive.

Industry Challenges
What does industry need to do to not
just survive, but to grow its businesses
in a profitable manner? To be success-
ful, companies must have the foresight
to stay ahead of the pack in a market-
place that frequently puts too high a pre-
mium on low price. Companies in our
business must have the agility to deal
with “unpredictable unknowns” such as
the uncertainties we face today due to
Base Realignment and Closure (BRAC),
National Performance Review, down-
sizing, and program reductions and can-
cellations. Companies must aggressively
expand and diversify into non-DoD mar-
kets, be they other federal agencies, state
and local governments, commercial, or
international markets. 

Companies must also strive to maintain
excellent customer relations, by putting
their customers as their first priority.
From my point of view, this means that
we must provide quality products and
services on time and at reasonable prices.
Prior to CICA, good work resulted in
more work. In today’s environment, good
work enables companies to re-compete
for their own work every three to five
years depending on the period of per-
formance of their incumbent contract.
To stay ahead of their competition, it is
essential that companies strive for con-
tinuous process improvement in order
to provide products and services faster,
better, and cheaper to their customers. 

Although there has been an erosion in
the compensation and benefits provided
to employees in our industry in order to
survive during these difficult times, com-
panies must find ways to not just attract
superbly qualified employees into our
industry, but also to retain these em-
ployees in order to be successful well
into the next century. I submit that this

has become a major challenge since new
graduates do not consider today’s aero-
space and defense companies to be at-
tractive employers. The reduced demand
for scientists and engineers will un-
doubtedly result in a reduction in the
number of students who will be pursu-
ing these disciplines in our colleges and
universities in years to come.

Need For Alliances
Another very important element in suc-
cessfully protecting core business, and
expanding and diversifying into new
marketplaces, is to form strategically im-
portant alliances with companies already
well positioned in the marketplace. With
the onslaught of competition, the re-
duction in defense spending necessitat-
ing the need to streamline operations by
our customers, and the continual
changes in customer organizations
caused by BRAC and other downsizing
initiatives, industry, especially compa-
nies in the professional services indus-
try, has seen more of its efforts consoli-
dated into larger omnibus-type contracts
in order for the government to cut back
on the costly and time-consuming effort
involved in competing, awarding, and
administering contracts. 

In order to retain its core business, Vitro
enters into key teaming agreements or
joint ventures to pursue contract awards,
which is a key reason why Vitro has in-
creased the amount it has subcontracted
to other companies by tenfold during the
past decade. In addition, the swell in the
amount subcontracted to other compa-
nies resulted from a noticeable increase
in recent years in the amount of small,
small-disadvantaged, and women-owned
businesses subcontracting required in
government solicitations, which creates
the need for large businesses to form key
alliances with various small businesses
that have strong credentials in the mar-
ketplace or with the customer being pur-
sued. Undoubtedly, the trend toward
more teaming will continue as companies
attempt to forge the strongest teams to
pursue highly competitive opportunities.

Acquisition Reform Initiatives
The end of the Cold War and the de-
clining defense budgets caused federal
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government agencies to relook at how
they acquire goods and services from in-
dustry. Indeed these reforms have been
essential in order to fulfill necessary re-
quirements with fewer resources than in
the past. 

The use of commercial products and
practices rather than military-unique
products and services is undoubtedly
one of the most significant changes in
our defense environment. It used to be
that the government knew best how to
purchase the items and services needed
to fulfill its requirements, but it is now
relying more on the use of commercial
best practices for its procurements. 

To take advantage of new technologies
and to extend their service life, COTS
hardware and software are being intro-
duced into mature systems. This new
approach defers the development and
implementation costs associated with
bringing new systems online. This is all
being done at lower costs and, frankly,
is significantly impacting the way the de-
fense industry operates today. 

Is The Acquisition Process 
Really Getting Better?
During the past few years, Congress and
Executive Agencies have spent consid-
erable time attempting to improve the
acquisition process. With many of the
changes only recently being incorporated
into Federal Acquisi-
tion Regulations, only
time will tell whether
or not the changes will
yield the desired re-
sults. It is clear, how-
ever, that the process
needed to be over-
hauled to meet future
requirements in an en-
vironment with fewer
and continually dwin-
dling resources. The
goal is for DoD to be-
come a world-class
buyer using the tech-
niques similar to those
being employed by
today’s most success-
ful commercial com-
panies.

Emphasis on 
Past Performance
One area receiving a great deal of atten-
tion has been the source-selection
process, which is where industry and
government usually interface with each
other for the first time on a specific ac-
quisition. We already have begun to see
the increased emphasis on past perfor-
mance in the source-selection evaluation
criteria, which is a good, common sense
measure to implement. At this point,
some agencies have evolved a more ef-
fective past performance evaluation
process than others, but clearly all gov-
ernment seems to be moving in this di-
rection. 

Of concern to industry, however, is the
database that government agencies are
attempting to develop on contractors’
past performance for use in future pro-
posal evaluations. There still seems to be
a great deal of uncertainty in contract-
ing activities on exactly who will furnish
the data that will be implemented into
this database. We find that it is difficult
to accurately maintain a database on all
of the tasks under all of the contracts we
perform for the federal government.
Maintaining an accurate, up-to-date data-
base on contractors’ performance under
complex contracts is going to be a great
challenge to the military agencies. While
industry is supposed to have an oppor-
tunity to review this database, how will

information in the database contested
by industry be handled? Will disputed
data in this database still be used in
source selections? Will the database lead
to more protests? I believe that if this is
not managed well, it could become a
more contentious issue in time with the
increased emphasis on past performance. 

Improving The RFP Process 
Technology is playing a bigger role in
this phase of the acquisition process.
Electronic Data Interchange is helping
to streamline the Request for Proposal
(RFP) process, especially in small pur-
chases. So too is the use of oral techni-
cal proposals helping to streamline the
process. We have had several experi-
ences with oral technical proposals and
found that oral proposals can be a very
effective way to reduce the amount of
Bid & Proposal cost incurred in pursu-
ing an opportunity, if the oral proposal
requirements are properly structured.
On the other hand, we have encountered
requirements for oral proposals that sig-
nificantly increased our Bid & Proposal
expense due to the requirement to con-
duct inordinately long oral presentations. 

In the future, more use of teleconfer-
encing should be considered as a way
to improve the discussion process by
having more face-to-face discussions
through the use of teleconferencing. More
discussions should lead to a better un-

derstanding on the
part of all parties in the
pre-award phase,
which should benefit
both parties subse-
quent to contract
award. Teleconferenc-
ing can also save ex-
pensive travel costs
that are often incurred
during discussions.  

More Reform is
Needed
Although much has
been done recently to
enact legislation to im-
prove the acquisition
process with passage
of the Federal Acqui-
sition Streamlining Act

Changing Acquisition System
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T
he DSMC Defense Systems Acquisition Management Process Chart has been
recently updated, based on the March 15, 1996 promulgation of DoDD
5000.1 and DoDR 5000.2-R. This marks the fifth evolution of this highly suc-
cessful chart that has been distributed to over 40,000 students and mem-
bers of the acquisition community to date. First published in the January-Feb-

ruary 1986 issue of Program Manager Magazine, the chart is used as an integration
aid in many of our DSMC Courses. It has also been used by the Air Force Institute of
Technology; Army Logistics Management College; Army Engineer School; Air Force
Operational Test and Evaluation Center; University of Maryland; Computer Science
School at Fort Gordon; University of Southern California; and the Industrial College
of the Armed Forces (Senior Acquisition Course).

The chart is designed to serve as a convenient roadmap of acquisition functions
throughout the systems life cycle. Based on policies and current best practices, the
chart summarizes (in time sequence) the key events, activities, players, and docu-
ments used throughout the systems life cycle.

A DSMC Process Action Team, representing the government acquisition disciplines,
completed this effort and consisted of the following:

Paul McIlvaine — Team Leader 
Bill Bahnmaier Don Fuji Bill Motley Barry Eller
Chuck Cochrane Paul McMahon Frances Valore George Prosnik
John Claxton John Horn Art Dehnz Paul Sabina

Shortly, the College plans to put the chart online as part of its DSMC Home Page on
the Internet (http://www.dsmc.dsm.mil). Government personnel interested in obtain-
ing a copy of this chart may send a written request to the following address:

DEFENSE SYS MGMT COLLEGE
ATTN AS PR
9820 BELVOIR RD
SUITE G38
FT BELVOIR VA  22060-5565

Government personnel may also telefax their requests on official stationery to
(703)805-3726. 

Nongovernment organizations and employees may order the chart by contacting the
Government Printing Office (GPO) at (202) 512-1800. Request GPO Stock No.
008-020-01402-8. Telephone credit card orders can be made 8 a.m. to 4 p.m.
eastern time, to (202) 512-1800. Orders can be telefaxed 24 hours a day to (202)
5612-2250.

Should you have any questions regarding the chart or how to obtain a copy, please
call the DSMC Press (703) 805-3065 or DSN: 655-3056.
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of 1994 and the FARA, the implemen-
tation and cultural shifts necessary for
these changes to really take hold will take
more time to occur. But those improve-
ments legislated thus far were needed,
and the process to streamline the ac-
quisition must continue. Source selec-
tions still take too long and need to be
improved. Pre-qualifying bidders would
appear to be a valuable step to save both
government and industry precious re-
sources. The Federal Aviation Adminis-
tration (FAA) is implementing a new ac-
quisition process intended to significantly
improve FAA contracting. It is important
to closely monitor the FAA experiences
with this new acquisition process and
find ways to implement similar practices
into the Federal Acquisition Regulations
where improvements are achieved.

I believe that Congress will keep look-
ing for ways to make bureaucracy more
efficient after the upcoming elections in
November. Acquisition reform will
continue to be an attractive candidate
for reform, so it’s likely that Congress
will remain intimately involved in ac-
quisition-related matters. The key to the
success in empowering individuals in
buying agencies to make the process bet-
ter is whether or not Congress will trust
these individuals in the Executive Branch
of government to make acquisition de-
cisions. There is always going to be a
need for accountability when federal,
state, or local tax funds are involved, but
will the risktaker who fails be publicly
humiliated by Congress and the media?
The new system provides for more lati-
tude and risktaking, but success will de-
pend on the reactions when things go
wrong.

Conclusion
In summary, the problems, issues, and
challenges confronting industry are the
same as the problems confronting the
military agencies. It is essential that DoD
and industry continue to forge a solid
partnership to deal with the various ac-
quisition-related issues and not address
these issues in an adversarial manner.
Only when there is mutual trust, coop-
eration, and even collaboration between
all levels of DoD and industry will the
process truly succeed.
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